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Exhibit 4: Estimated For-Sale Pricing by Development Prototype and Subarea (for New Construction)
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Exhibit 5: Estimated Rents by Development Prototype and Subarea (for New Construction)
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Which middle housing types are most likely to be feasible to
develop?

Our analysis uses Residual Land Value (RLV) to evaluate financial feasibility. RLV is a measure
of what a developer is able to pay for land, given expected construction, operating costs, and
revenue. In other words, it is the budget that developers have remaining for land after all other
development constraints have been accounted for. It can be used for both for-sale and rental
housing, accounting for the different financial requirements for each. Aside from the student-
oriented prototypes, each was tested for financial feasibility as rental or for-sale housing. The
estimated RLV for each of the prototypes in each subarea is shown in Exhibit 6—dots connected
by vertical lines show how the RLV varies by subarea for a given prototype. The RLV shown in
Exhibit 6 shows whichever is higher for a given prototype between rental and for-sale.
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Exhibit 6: Estimated Residual Land Value by Housing Type and Subarea2
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Based on this analysis, it appears that:

* Many of the middle housing types can achieve residual land values that are higher than
those estimated for new single family housing in the same subarea, potentially making
(re)development financially feasible where it would not be otherwise.

= Student-oriented duplexes, triplexes, and fourplexes, where each unit has two to four
bedrooms that share a kitchen, are a possibility in areas close to the University of
Oregon with strong demand from students. Larger units (e.g., 4-bed/4-bath units) are the
most financially feasible because they minimize the costs of kitchens and maximize rents
(which tend to be set per bedroom rather than per unit).

= Among the prototypes that are not targeted to students, fourplexes tend to be more
financially feasible than triplexes or duplexes (on lots that are large enough) because
land costs and other fixed costs can be spread across more units.

* Townhomes are generally more financially feasible than plexes (with condominium
ownership) when both are on the same size lots. However, if townhomes require a
shared driveway to access garages located behind the unit (rather than individual front
driveways or access from an existing alley), this makes them less efficient and may make
them less feasible compared to plexes because they may need a larger lot for the same
size and number of units.

= While many of the prototypes are potentially feasible as rental or as ownership, typically
the ownership development generates a higher residual land value.

* On larger sites, the most likely middle housing type is townhomes. While it is possible
for developers to create subdivisions with plexes, it is more likely that they would
develop townhomes or single family subdivisions instead, because of the complexity of
going through both a land division and a condominium filing, and because rental plexes
are less financially feasible than townhomes.

There are other considerations that influence which housing types are more likely to be built as
well. Builders and buyers generally prefer “fee simple” ownership (in which the buyer owns the
structure and the land) over condominiums (in which the buyer generally owns the unit itself
but not the land, and sometimes not the exterior of the building). For the builder, this is largely
due to construction defect liability laws in Oregon, which allow condominium associations to
hold developers liable for issues with the building (e.g., water intrusion) for up to 10 years, and
have been the source of many lawsuits. For homebuyers, condominiums can offer a lower
purchase price, but higher on-going costs for condominium association dues, which can reduce
their buying power. This will tend to make townhouses more likely to get built, all else equal.
However, townhouses and fee-simple ownership require frontage for all the units on a street,
which may not be possible in all cases; building new roads to provide frontage is costly. Thus,
for lots with adequate frontage, townhouses may be the most likely outcome, even if the
expected financial returns for plexes are similar.
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How does development potential for middle housing vary
geographically?

The financial viability of middle housing varies across the different subareas of the City mostly
due to differences in sales prices/rents, though there are also some differences in costs (e.g.,
annexation costs), as documented in Appendix A. In Exhibit 6, the range of residual land values
(vertically) for a given prototype across different subareas gives a sense of how much impact
differences in the sub-market conditions have on financial feasibility. However, because the cost
of land / value of existing properties also varies geographically, the fact that a developer could
afford to pay more for property in one area does not necessarily mean that middle housing is
more likely there, if the increase is not enough to make up for higher land costs / property

values in that area.

Our analysis also compared RLV to estimated property value for all properties included in the
analysis, accounting for demolition costs on developed sites and annexation/zone change costs
on sites outside City limits. If the RLV exceeded the estimated property value, we assume
development is financially feasible (as noted above, this is not the same as saying it will occur,
just that it could occur based on our assumptions).

The following charts and tables show how financially feasible development varies by subarea.

Exhibit 7 shows the total number of parcels with financially feasible middle housing
development, compared to the total number of parcels included in the analysis and the
number with financially feasible single family development.

Exhibit 8 provides additional detail of the parcels with financially feasible single family
and middle housing development, showing how many are vacant vs. developed in each
subarea.

Exhibit 9 shows which prototypes were feasible most broadly for (re)development in
each subarea.

Exhibit 10 shows the estimated number of tax lots (or parcels) with financially feasible
(re)development for each housing type and each subarea.
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Exhibit 7: Total Parcels, Parcels with Financially Feasible Middle Housing Development, and Parcels with Financially Feasible Single Family

Development by Subarea
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Exhibit 8: Financially Feasible Middle Housing and Single Family Development on Vacant and Developed Lots by Subarea
700

600
500
400
300
]
200 I
I

100 . l

Parcels

0
SF MH SF MH SF MH SF MH SF MH SF MH SF MH SF MH SF MH SF MH
Bethel Central East Central West Downtown & Ferry Street North River Road Santa Clara Southeast Southwest
University Bridge Gillham

m Developed with Financially Feasible Middle Housing Development
Vacant with Financially Feasible Middle Housing Development
Developed with Financially Feasible Single Family Development

Vacant with Financially Feasible Single Family Development

Source: ECONorthwest

ECONorthwest
27 of 39



Exhibit 9: Total Number of Parcels with Financially Feasible Development by Prototype and Subarea
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Exhibit 10: Estimated Number of Tax lots with Financiall

y Feasible Development by Prototype and Subarea
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Our analysis shows that:

Middle housing is feasible in all subareas, though some subareas have more
development potential for middle housing than others.

Overall, the Southeast, Southwest, Ferry Street Bridge, Central West and North Gilham
subareas have the greatest number of tax lots that are financially feasible for middle
housing development.

In the Southeast and Southwest subareas, much of the development potential is on
vacant land where single family development is also viable. Even though middle
housing achieves a higher residual land value than single family detached development
in these areas, they are likely to develop with a mix of single family and middle housing
for other reasons, such as prior land use approvals or developer familiarity. In addition,
the analysis does not fully account for the increased costs of building on sloped lots,
which could reduce the amount of financially feasible development in these areas.

In subareas like River Road and Santa Clara, where many properties are not annexed,
the cost of annexation (and requirement to be adjacent to the current City limits) will
remain a barrier to development. However, the higher RLV of middle housing makes
(re)development financially feasible on more properties that are outside City limits
compared to single family detached housing, if they are or become eligible to annex.

In the North Gillham, Ferry Street Bridge, and Central West subareas (and, to a lesser
extent, in the Southeast and Southwest subareas), the higher RLV of middle housing
(particularly townhomes) makes redevelopment financially feasible on more developed
properties. However, in the North Gillham and Ferry Street Bridge subareas these
results may be skewed somewhat by high sales prices in certain high-amenity locations
that may not be realistic in other parts of the same subarea.

In Bethel, which has relatively low expected prices and rents but also relatively low
existing home prices, little development appears to be financially feasible under current
conditions. However, in areas like this, sensitivity testing on pricing indicates that if
market conditions shift such that new development can achieve prices closer to those in
other parts of the City, the amount of financially feasible development could increase
substantially, as there are many low-cost properties that could become feasible for
(re)development.

Conclusion

Implementing middle housing code amendments will expand development potential for
middle housing. However, infill and redevelopment tend to occur incrementally as property
comes up for sale. Further, not all properties where redevelopment is feasible will be
redeveloped even when they do come up for sale, as there may be potential to achieve similar
financial returns from remodeling the existing home in some cases, and there is (at least near-
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term) a limited number of developers with experience and interest in developing middle
housing.?

While (re)development will take place incrementally over time, the amount of financially-
feasible middle housing development could, with time, meaningfully expand housing options
in existing neighborhoods. The City should consider the relative feasibility of different housing
types in different areas in drafting code amendments to ensure that middle housing is viable in
all subareas and that the expected development outcomes meet local housing goals.

The next step for the City is to consider how regulations and incentives can shape outcomes for
middle housing, including identifying ways to increase the likelihood of middle housing
construction.

3 The analysis does not attempt to estimate returns for remodeling the existing housing stock, as this varies
substantially based on the existing home’s size, layout, and condition.
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Appendix A: Documentation of Assumptions

This appendix provides a summary of the financial assumptions used in our pro forma
feasibility analysis.

For each middle housing prototype, we evaluated whether a developer could pay at least
estimated market value for land after all revenues, costs, and the respective financial return
metric were accounted for. This methodology is called a residual land value (RLV) analysis.
RLV is a measure of what a developer is able to pay for land, given expected construction,
operating costs, and revenue. In other words, it is the budget that developers have remaining
for land after all the other development constraints have been accounted for. It is a useful metric
for assessing how code changes and potential development incentives interact to impact
development feasibility.

We compare the RLV to the estimated value of the property in its current state based on the
Real Market Value (RMV) from the tax assessor. This data is not highly accurate, since it does
not directly set the basis for property taxes; however, it is a useful indicator of approximate
property value, and is the best available source of information at a parcel level at this scale.

For sites that are large enough to fit the prototype one to two times, we calculated whether the
total RLV for the prototype exceeded the estimated value of the property. While we considered
only sites under one acre (since larger sites are more likely to develop with a mix of housing
types and are less appropriate to evaluate through this approach), we assumed sites more than
twice the minimum lot size for the prototype could divide to accommodate multiple “copies” of
the prototype. We deducted 20% of gross site area for future streets to provide access within the
development, and used RLV per square foot of buildable land to determine whether
development would be financially feasible. We also divided the existing RMV by the buildable
area of the parcel (after excluding protected natural resource areas) to determine the estimated
acquisition cost per buildable square foot of land. See Exhibit 14 on page 29 for a map of
estimated property value per buildable square foot.

Prototype Assumptions

We tested a total of 13 prototypes spanning a range of housing types, configurations, and unit
sizes. The specific prototype assumptions tested are summarized in Exhibit 11 on the following
page. The unit sizes, market segments, and layouts were informed by recently built and
proposed housing development in Eugene. The pricing assumptions shown in Exhibit 11 reflect
the maximum assumed pricing for that prototype in the City —see next section for more on
pricing / revenue assumptions. We tested and compared financial feasibility for both rental and
for-sale development for most prototypes, with the exception of student-oriented prototypes.
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Exhibit 11: Prototype Assumptions

Housing # of Configuration | Starting | Unit Unit Type Stories | Parking | Parking location Market Max Max Sales
Type Units Parcel Size (sf) spaces Segment Rent Price (per
Size excl. per unit (monthly | unit)
(min) garage per unit)
Duplex 2 stacked 3,600 950 3BD/3BA 2 1 Alley or tandem Student $2,100 | N/A
driveway
Duplex 2 side-by-side 4,500 | 1,184 3BD/2.5BA | 2 1 individual Mid-range | $2,000 | $380,000
driveway & garage
for each unit
Townhouse | 2 side-by-side 4,500 | 1,485 2BD/2.5BA | 2 1 Alley-access High-end $2,800 | $485,000
garage/driveway
and garage
Triplex 3 stacked 5,000 1,250 4BD/4BA 3 1 surface (driveway | Student $2,700 | N/A
to rear)
Triplex 3 side-by-side 5,850 1,560 3BD/2.5BA | 2 1 shared driveway, Mid-range | $2,050 | $390,000
(long way) individual garages
Cottage 3 detached 7,000 1,260 2BD/2.5BA | 2 1 shared driveway Mid-range | $1,800 | $375,000
Cluster with individual
attached garages
Fourplex 4 side-by-side 7,000 1,560 3BD/2.5BA | 2 1 shared driveway, Mid-range | $2,050 | $390,000
(long way) individual garages
Fourplex 4 stacked 7,000 | 900 2BD/2BA 2 1 surface (driveway | Student $1,500 | N/A
to rear)
Townhouse | 4 side-by-side 7,000 1,560 3BD/2.5BA | 2 1 individual Mid-range | $2,050 | $400,000
driveway & garage
for each unit
Cottage 4 detached 10,000 | 1,350 2BD/2.5BA | 2 1 shared driveway, Mid- $2,000 | $410,000
Cluster surface parking range/high
-end
Cottage 8 detached 26,000 | 850 2BD/1BA 1 1 shared driveway, Mid-range | $1,550 | $290,000
Cluster surface parking
Single 1 detached 4,500 | 1,560 3BD/2.5BA | 2 2 2-car garage and Mid-range | $2,400 | $490,000
Family driveway
Single 1 detached 4,500 | 2,200 4BD/3BA 2 2 2-car garage and High-end $3,000 | $650,000
Family driveway
Source: ECONorthwest
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Revenue

Estimated sales prices and rents vary by housing type based on unit size, market segment,
attached vs. detached, condominium vs. fee simple ownership (for sale pricing). They also vary
geographically by subarea.

= Estimated sales prices for each of the prototypes are based on observations of sales
transactions for recent middle housing development in Eugene. Geographic variations
between subareas are based on a combination of the Zillow Home Value Index for the
neighborhoods within each subarea and observations of sales prices for newer three- to
four-bedroom homes in each area (where available).

= Rents for each prototype were based on the few available observations for middle
housing rentals or for the most comparable rental housing for which data was available.
Geographic variations are based on a combination of the average observed rents per
square foot for two-bedroom apartments in each area and the adjustment applied to for-
sale housing in the same area (since many of the prototypes are larger units that may
appeal more to larger households than those who would rent a two-bedroom
apartment).

= Estimated rents for student-oriented units are based on current rentals of similar units in
areas adjacent to the University.

For rental housing we’ve made standard assumptions about vacancy and operating costs. On
for-sale housing, we’ve assumed standard sales commissions.

Development Costs

Development costs include hard costs (cost of labor and materials for construction) and soft
costs (fees, design, permitting, and other non-construction costs).

In total, estimated development costs (excluding land) per unit range from $156,000 to $324,000
for the middle housing types analyzed.

Hard Costs

Hard costs for construction of the housing account for variations in unit size, market segment
(which captures differences in finish quality and floor plan), and variations based on how much
spaces like bedrooms and kitchens cost compared to other finished space in a unit. Higher-end
units are assumed to have larger bathrooms and kitchens than entry-level and mid-range units
as well as more expensive finishes. Student-oriented units are assumed to have the smallest and
least expensive kitchens and bathrooms.

Other hard costs include the cost of garages, driveways and off-street parking, and exterior
landscaping. Hard costs also account for demolition costs if a property is currently developed
and for the cost of adding local street access on larger properties.
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Exhibit 13: Constrained and Buildable Lots / Property

Source: City of Eugene, OSM, ECONorthwest
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Exhibit 14: Estimated Market Value (Per Square Foot) of Buildable Land
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